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In early May, President Sixto Duran Ballen's administration reached a landmark accord with
Ecuador's foreign commercial creditors that will restructure the country's payments on US
$7.6 billion in principal and overdue interest owed to private banks over the next 30 years. The
government says the agreement will reduce the principal owed by about 45%, although full details
of the accord must yet be made public. At present, Ecuador's total foreign debt stands at nearly US
$13 billion, of which US$7.6 billion, or 58%, is accumulated principal and interest in arrears owed to
some 400 foreign private banks. Another US$2 billion is bilateral debt with other countries, most of
which are grouped in the Paris Club of creditor governments, and the remaining US$3.4 billion is
owed to multilateral lending institutions and credit organizations.
From 1987 to 1989, Ecuador had suspended all payments to commercial creditors. In 1990, then
president Rodrigo Borja (1988-1992) did resume partial payments on the debt equivalent to
about 30% of Ecuador's annual repayment obligations but the government refused to accept full
responsibility for the debt unless the banks agreed to reduce the total amount owed by 70%. When
President Duran took office In August 1992, his government suspended even the 30% payments on
the commercial debt made by the outgoing administration, and, like Borja, also demanded that the
banks first agree to restructure the entire debt before the government would accept its obligations.
Nevertheless, in contrast to the previous government, the Duran administration requested a much
more moderate debt reduction of between 40% and 50%. In addition, in early 1993 the Duran
administration opened negotiations with the International Monetary Fund (IMF) to get its official
stamp of approval for government economic policies, which the administration hoped would pave
the way for an accord with the private banks. In fact, a preliminary agreement with the IMF early
this year did indeed influence negotiations, greatly encouraging private creditors to accept a debt
reduction accord. Under the IMF agreement, announced last March, the government has promised
to carry out a severe austerity program this year to lower the fiscal deficit to just 0.5% of GDP in
order to reduce annual inflation to below 20%. At the same time, the government has pledged an
annual growth rate of at least 3% for 1994, in part through an aggressive plan to roll back state
intervention in the economy, beginning with a vast privatization program to sell off most of the
government's 163 firms. Tight fiscal and monetary policies since 1992 largely facilitated the accord
with the IMF.
In September 1992, one month after President Duran took office, the government launched a broad
structural adjustment program that devalued the national currency by 35%, reduced state subsidies
by raising rates on most goods and services, and greatly cut back bureaucracy through massive
layoffs in the public sector (see Chronicles 12/03/92 and 12/17/92). The austerity drive in turn helped
lower annual inflation from 60.2% in 1992 to just 30.8% in 1993. In addition, the currency devaluation
attracted a huge influx of dollars. As of the end of March 1994, the Central Bank reported US$1.331
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billion in foreign reserves, up from US$200 million when the Duran administration took office and
the highest level of reserves ever reported by the Bank. Nevertheless, a sharp drop in international
oil prices since late 1993 has eroded much of the government's fiscal gains.
Income from petroleum exports Ecuador's most important foreign exchange earner account for
nearly 50% of the government's annual revenue. This year's budget, however, was calculated on the
assumption that world prices for crude would remain above US$13 per barrel, but in early 1994 the
price dropped to below US$10 per barrel, pushing the government's estimated budget deficit for
1994 to nearly US$700 million, or more than 5% of GDP. Thus, the austerity plan announced by the
government early this year was an essential prerequisite for both the March accord with the IMF
and for renegotiation of the foreign commercial debt. In April, following the IMF's acceptance of
Ecuador's "letter of intent," negotiations with commercial creditors rapidly advanced, leading to a
final agreement in early May.
According to the government, the negotiating committee representing the foreign banks, which was
headed by Chase Manhattan, agreed to restructure payments on the debt over the next 30 years,
while at the same time reducing the total principal owed on the commercial debt by 45%. Of the US
$7.6 billion owed to the banks, about US$4.5 billion is principal and the rest is interest in arrears.
Under the accord modeled on the debt reduction plans drawn up by former US treasury secretary
Nicholas Brady, which laid the groundwork for similar agreements with most other Latin American
countries since 1989 the creditor banks will be allowed to swap the principal amount of their loans to
Ecuador for either "discount bonds" or "par bonds."
Both bonds are dollar-denominated and are backed up by 30-year US Treasury Bonds as collateral.
The discount bonds will be exchanged for existing loans at a discount of 45% from the face value of
the debt. The par bonds, which are swapped at full face value, will have discounts on the interest
rates. According to Finance Minister Cesar Robalino, as part of the agreement the government must
immediately pay US$135 million on the principal owed to the banks. In 1995, annual payments will
climb to about US$230 million per year, still representing a fairly modest repayment schedule. After
six years, annual payments will climb again, but should not surpass more than 1.5% of GDP. "
After 12 years of debt crisis and several years of difficult negotiations, this agreement will normalize
the country's relations with its private creditors," said Robalino. Government officials say the
favorable terms of the accord reflect the international banking community's confidence in the
government's economic program. Indeed, the 45% debt reduction represents the most-generous
conditions to date for a Latin American country under the Brady plan. All past agreements led to
debt reductions of between 30% and 35% of the commercial debt. Outside of Latin America, Poland
is the only other country to be granted a 45% debt reduction within the framework of the Brady
plan. "We received far better repayment periods and discounts on the debt than almost all the other
countries that had previously reached agreements of this kind," said President Duran. "We have
clearly negotiated very favorable conditions despite the fact that Ecuador has a long trajectory of not
meeting its debt obligations."
Still, independent economists question whether in the end the agreement will lead to a full 45%
debt reduction as the government maintains. On the one hand, the government has yet to reveal
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details on the percent reduction in interest rates for those banks that opt to swap their debt for par
bonds rather than discount bonds. Moreover, it is not yet clear how many banks will agree to accept
discount bonds given the 45% reduction in face value. On the other hand, although the discount
and par bonds will be offered in exchange for the principal owed, it is not yet clear the terms under
which the government will repay the more than US$3 billion owed on interest in arrears.
"I think we should reserve judgement on the merits of the accord until after we know what interest
rates and specific debt reduction agreements were reached," warned Pablo Better, finance minister
in the Borja administration. In addition, notwithstanding the vote of confidence in the government's
economic program, most labor organizations and opposition politicians fear that the government's
planned austerity program will represent a huge burden for low income groups.
According to the United Nations Childrens' Fund (UNICEF), 60% of Ecuador's eight million
population lives below the poverty line. The September 1992 austerity drive led to bitter labor
protests, and union leaders warn that the new austerity measures planned for this year could also
generate strikes and demonstrations. In fact, last February after the government raised the price
of gasoline by 70% to compensate for the loss in revenue from oil exports some 500,000 public and
private sector workers held periodic work stoppages, and massive protest marches exploded around
the country. The United Workers Front (Frente Unitario de los Trabajadores, FUT) says it may call
for a general strike if the government carries out plans to raise telecommunications and electricity
rates and sell off government businesses.
The labor protests reflect a steep decline in the government's popularity. In legislative elections on
May 1, the governing party lost all but 10 of the 37 seats it previously held in Congress. In fact, as a
result of the elections, the government will now face an uphill battle to get legislative approval for
some planned reforms, such as the privatization of state firms that are protected under present laws
as government monopolies.
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